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Pulling In Both Directions

Treasury Yields

The Federal Reserve’s dual mandate of full employment and stable
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prices is pulling the institution in both directions, with each path - = -~ oo
presenting its own risk. In a widely anticipated move, Fed officials 3 Mont 2912% Bl 0245%
decided to cut the Federal Funds target rate by 25 basis points at 6 Month 3.828% 4.074% "0.246%
the September FOMC meeting. In the accompanying press T-Year 3.599% 3923% -0.325%
conference, Chair Jerome Powell pointed to growing weakness in >-Year 3.564% 3763% -0199%
the labor markets driving the Fed’s decision to cut rates, despite
. X . ] 3-Year 3.547% 3722% -0175%
having held rates steady since December due to lingering concerns
. . . . . 5-Year 3.663% 3.847% -0.184%
regarding tariff-driven inflation.
10-Year 4104% 4.334% -0.229%
The readings on the labor market have weakened significantly since o 7, o 02090
-Year T724% X % -0. %
July, with job growth stalling and the unemployment rate rising. In e T——
addition to a precipitous slowdown in hiring, the Bureau of Labor A Yield '
Statistics revised job growth lower by a record 911,000 in the year gency vields
through March 2025. This dramatically overstated the perceived Maturity 9/18/25 8/18/25 CHANGE
health of the labor market over that past year while simultaneously 3 Month 3780% 4110% -0.330%
providing the Fed with one more reason to cut rates.
6 Month 3.630% 3.930% -0.300%
However, it is an inconvenient truth that inflation is still running well Year 3.490% 3.660% -0.170%
above the Fed’s two percent target. Powell acknowledged as much N s e80% <o o1
by stating, “in the near term, the risks to inflation are tilted to the : : i
upside and risk to employment to the downside.” While the most 3-vear 3.630% 3.772% “0142%
recent CPI report emphasized that inflation is still above the Fed's 5-Year 3750% 3.892% -0142%
comfort level, it was evident that tariffs have yet to cause a Source: Bloomberg
widespread increase in prices. Commercial Paper Yields (A-1/P-1)
So why would the Fed elect to cut rates if inflation is still Maturity 9/18/25 8/18/25 CHANGE
problematic? One plausible explanation is that the persistence of 1 Month 4.093% 4.320% 0.227%
inflation can be chalked up to tariffs, and the Fed's best guess is that 3 Month 4.089% 4.292% 0.203%
this will be a temporary factor. The market expects another 25 to 50 o - o oy
basis points of rate cuts before the end of the year and this will " i 22 7
clearly be an uncomfortable decision for the Fed if inflation remains 9 Month 3936% A% 0.234%
eIevated. . Source: Bloomberg
Current Ecomomic Releases
One of the most encouraging aspects of September's Federal Data Period Value
Reserve interest rate decision was the surprising unity among the
. ) . ) . GDP QoQ Q225 3.30%
committee, with only one dissenting vote, as Chair Powell
successfully brought together differing views despite substantial US. Unemployment Au9 25 430%
political pressure. Newly appointed Fed Governor Stephen Miran was ISM Manufacturing Aug 25 487
the only one to vote against the quarter-percentage-point PPl YoY Aug 125 2.60%
interest-rate cut, favoring a 50-basis point cut. Fed Governors CPI Yoy Aug 25 290%
Christopher Waller and Michelle Bowman, both of whom lodged Fed Funds Target sep 19,2025 4.00% - 4.25%

dovish dissents in July, refrained from doing so this time around.
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